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Silver dollars coined. 

-Silver currency (certificates and 
dollars) in circulation. 



- Net gold in the Treasury. 



* * * * Silver dollars in circulation. 



Figures on the margin indicate millions 
of dollars. 



THE SILVER SITUATION IN THE UNITED 

STATES. 

The legislation under which our silver dollars are 
coined is without precedent. The act of February 28, 1878, 
requires the Secretary of the Treasury to purchase every 
month not less than two million dollars' worth nor more 
than four million dollars' worth of silver bullion, and to 
coin this bullion into silver dollars, which are legal tender 
without limit. No experiment of this precise kind had 
ever before been tried. France and Germany presented 
conspicuous examples of the circulation side by side with 
gold of large quantities of overvalued silver; but this 
silver was a remnant left over from an earlier period, 
when in Germany it had been practically the sole metal- 
lic money, and in France had been undervalued rather 
than overvalued. There was no basis of experience from 
which to predict the effects of the regular injection into 
the currency of a country of an overvalued coin, limited 
in quantity, yet unlimited in its legal tender character. 
On the familiar reasoning of what the Germans call the 
Quantitats-Theorie, the problem was indeed easy to work 
out : other things remaining the same, each dose of silver 
money would push out of the country the same quantity 
of gold, and this process would continue until all the gold 
was gone. So long as any gold money was left in the 
country, the gold and silver would circulate side by side ; 
thereafter, silver would be the basis of the monetary 
system, prices would accommodate themselves to the quan- 
tity and ultimately to the cost of silver money, and gold 
would be a commodity like any other. But, in fact, other 
things have not remained the same ; and, moreover, the 
experience we have had up to the present shows that, 
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even if they had remained the same, the problem would 
not have worked itself out with the simplicity and regu- 
larity which the usual treatment of the theory of money 
in economic treatises would have led us to expect. What 
has been its actual history I propose to examine in the 
present paper. Some of the facts to which the discussion 
will lead are by no means of an out-of-the-way kind, and the 
reader's patience will be taxed by the presentation of some 
familiar matter ; but it may be of service to put on record 
some full account of this anomalous experiment, so far as 
it has yet proceeded. 

The main facts in the story are shown on the appended 
chart. The line which there is most important is the un- 
broken one representing the amount of silver money, 
whether in the form of coin or of certificates, in the hands 
of the public. When the act of 1878 was passed, it seems 
to have been expected that the actual silver dollar would 
go into circulation without difficulty. This, at least, may 
be inferred from the provision of the act of 1878 which 
authorizes the issue of silver certificates in denominations 
only of ten dollars and more. In fact, however, the 
quantity of dollars which the community would absorb 
reached an early and stubborn limit, as is shown by the 
lowest line on the chart; and the silver certificate has 
been the form in which mainly the currency of the country 
has been affected. The difference is one of form only. 
The certificates, although not, like the dollars themselves, 
a legal tender, are receivable for all public dues, customs 
included ; they pass from hand to hand at least as readily 
as the broad pieces which they represent ; and, together 
with the dollars, they constitute what may be called the 
silver currency. 

The unbroken line on the chart, then, represents the 
amount of this silver currency in actual circulation. The 
dotted line above it indicates the total coinage of silver 
dollars, which increases by regular increments of some- 
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thing more than two millions of dollars a month.* The 
gap between the two indicates what we may call the 
dead silver : the dollars coined, and lying in the treasury 
vaults, but not injected into the circulating medium ; dol- 
lars which affect the community only in that the purchase 
of the silver for their coinage absorbs so much of the 
public revenue. This gap, as a glance at the chart shows, 
is very variable. It was greatest in 1885 and 1886, the 
maximum being reached in July of the latter year, when 
the dead silver was no less than ninety-four millions of 
dollars. It was least in the latter part of 1881, and again 
in the last few months of 1889. The variations show the 
greater or less success with which the silver currency suc- 
ceeded in making its way into the circulating medium of 
the community. By them we may divide its history into 
three periods. The first runs from 1878 to 1884, a period 
on the whole of ready circulation. Then comes a break, 
in 1885 and 1886, when the silver currency contracted, 
and the dead silver accumulated in the treasury, — much 
the most interesting and significant of the three stages. 
Finally, beginning in the latter part of 1886, the volume 
of the silver currency expands, and gains rapidly on the 
total coinage, causing a steady decline in the amount of 
the dead silver. These three stages I propose to describe 
and discuss in the present paper. 

Before proceeding to them, however, a preliminary 
point, suggested by the chart, may be disposed of. There 
is a very distinct increase in the out-go or circulation of 
silver currency in the latter half of every year. Even in 
1885, when the general movement was strongly towards 
a reduction in its volume, there was an increase in the 
closing months of the year. In the first half of every year, 

* The act of 1878 calls for the monthly coinage into dollars of not less than 
two millions' worth nor more than four millions' worth of silver. The Secre- 
taries of the Treasury have always kept to the minimum limit. Two millions' 
worth of silver, however, yields more than two millions of silver dollars : the 
lower the price of silver, the greater the excess. 
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on the other hand, there is either a decline or a distinct 
retardation of the rate of increase. These regular fluct- 
uations are clearly due to what is called "moving the 
crops," — the flow of currency to the South and West to 
effect the exchanges which accumulate at the time when 
the staple agricultural products pass from the hands of 
producers. This outflow is sometimes followed, as for 
instance in 1882, by a corresponding decline, such as one 
would expect in a community whose circulating medium 
was in a settled condition. . But for most years it affects 
not so much the general trend as the rate at which the 
movement, whether upward or downward, proceeds in a 
particular part of the year. Notwithstanding the in- 
crease which the chart shows for the latter part of 1885, 
there is a general downward movement in that year ; 
while in 1887, though there is the usual decrease in the 
first month of the year, the movement, on the whole, is 
rapidly upward. 

It is interesting to note that there is a movement of 
a similar sort, but even more regular, in the circulation 
of the dollars themselves. The lower line on the chart, 
showing the amount of these pieces in the hands of the 
public, brings out the fact that they also decrease almost 
invariably in the early parts of the year, and increase as 
regularly towards its close. Their whole movement, in- 
deed, is much more steady than that of the certificates, 
which constitute the flexible part of the silver currency. 

While speaking of these fluctuations, we may digress 
for a moment to consider the general features of the cir- 
culation of the coins alone. The Treasury has made every 
effort to get them out of its hands, going so far as to pay 
the cost of transporting them from the sub-treasuries 
to any point where they may be wanted. The premium 
so offered to persons who have occasion to use money in 
small denominations, and especially to large employers of 
labor, causes considerable quantities of them to be sent 
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for and used; but the great bulk of them return to the 
Treasury almost at once. They accumulate in the tills of 
shop-keepers, then in the vaults of banks, and finally are 
turned into the Treasury in payment of public dues. In 
some parts of the country they meet with a degree of 
favor. They circulate more freely and permanently west 
of the Alleghanies than east of them; and among the 
negroes of the South the big pieces are favorites, and find 
a permanent lodgment. Their greatest circulation was 
reached in 1886 ; since then the change in the denomina- 
tions of silver certificates, to be discussed later, has caused 
some decline in the amount in use. There seems now to 
be room for a permanent circulation of about sixty mill- 
ions of them. 

One further preliminary remark is needed, on a subject 
familiar enough, but so important for understanding the 
precise mode in which the silver currency circulates that 
the reader will permit me to enter into some detail regard- 
ing it. From the outset, the banks have fought shy of 
the silver currency. They have paid it out first from 
among the active cash coming into their hands ; they have 
not held it as reserve. Shortly after the passage of the 
act of 1878, in November of that year, the New York 
Clearing House adopted a rule prohibiting " the payment 
of balances in silver certificates or silver dollars, except 
as subsidiary coin in small sums (say under ten dollars)."* 
In 1882 Congress sought to break up the practice so 
established by inserting in the act for extending the cor- 
porate existence of the national banks a proviso that no 

* These rules are printed in the Comptroller's report, in Report on the 
Finances for 1878, p. 109. It is there stated that the Boston banks adopted 
the same rules ; but the practice of the Boston banks did not become settled 
until after the events of 1885, to which reference is made below, at p. 305. 

The usage of the banks in the West varies from that of the Eastern 
banks. Philadelphia follows the example of New York and Boston in the 
refusal to use silver currency. But in Chicago, St. Louis, Kansas City, and 
Denver, silver certificates, and bank notes as well, pass between banks as 
freely as any form of currency, though in fact no large amounts are used. 
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national bank should be a member of a clearing-house in 
which silver certificates were not receivable in payment 
of balances. The rule of November, 1878, was thereupon 
dropped by the New York banks ; but their practice 
remained unchanged. Congress can compel a national 
bank to receive silver certificates, but cannot compel it to 
tender them ; and the banks have by tacit consent refused 
to make the tender. The banks do not "boycott" the 
silver currency, as it has sometimes been put; they re- 
ceive silver certificates on deposit ; but they pay them out 
to the general public as fast as they are received. If the 
certificates accumulating on their hands are not carried 
off by the calls for cash from persons presenting checks, 
the excess is got rid of in another way. Silver certifi- 
cates, as the reader need hardly be reminded, are receiv- 
able for all public dues, import duties included. When 
they begin to accumulate in the banks, they are paid 
over to customers who have payments to make to the 
government, and by them are turned into the Treasury. 
Indeed, silver certificates of large denominations, which 
could not in any event find their way into the hands of 
the general public, come back to the Treasury with a 
rapidity which at first nonplussed the officers in charge of 
its operations. The first purchases of silver bullion were 
made in the months immediately after 1878, by checks 
drawn by the Director of the Mint, payable in silver dol- 
lars. The purchases were made chiefly at San Francisco, 
where the payees drew silver certificates of large denomi- 
nations : these were at once sent to New York, and within 
ten days found their way back into the Treasury through 
the New York custom-house. Had the revenues collected 
by the government at San Francisco been larger, they 
would probably have been turned in there within forty- 
eight hours. There has been at no time any appreciable 
amount of certificates of large denominations in the hands 
of the public, and the million or two which the Treasurer 
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reports to be out at any given date are almost all simply 
in transit to the Treasury.* The final result of the whole 
process has been that the silver currency has entered only 
into retail transactions, — into what we may call the large 
change of the community. It has practically not affected 
banking transactions at all, and so has not affected by 
far the largest and most effective part of the circulat- 
ing medium of the country. But this is a subject to 
which we shall recur. It is enough at this point to make 
it clear that all the silver currency in circulation has 
been actually in the hands of the public, carrying on the 
exchanges of every-day life ; and, whenever the demand for 
it in such transactions has not absorbed the supply, the 
excess has worked its way back into the Treasury, via the 
banks, in payment of public dues. 

We may now proceed to discuss the first of the three 
periods into which we have divided the history of the 
silver currency, the period from 1878 to 1884. The first 
silver dollars were coined in March, 1878, and in the 
course of that month 190,000 of them went into circula- 
tion, while 810,000 remained in the Treasury. Something 
like this proportion was maintained through 1878 and the 
first half of 1879 : not more than one-fifth of the coins 
made their way into the hands of the public. During 
these first fifteen months the circulation of silver certifi- 

*See the Report of the Treasurer for 1879, Finance Report, p. 350. Up to 
June, 1879, there had been issued 7,843,000 of certificates of $1,000, of which 
$6,683,000 had been redeemed. 

At the close of the fiscal year 1889 there were outstanding nearly $263,000,- 
000 of silver certificates. Of these there were, in denominations of over $20, 
the following amounts : — 

$50.00 3.5 millions. 

100.0!) 2.3 " 

500.00 35 " 

1,000.00 23 " 

"Outstanding" here means issued by the Treasury, and includes certificates 
held by the Treasury against itself ; and the chances are that, even of this 
small amount of large certificates, a good part was held by the Treasury in 
its cash. 
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cates was insignificant. The dead silver, therefore, ac- 
cumulated rapidly. At the end of June, 1879, out of a 
total coinage of thirty-six millions, the Treasury had in its 
vaults, unrepresented by certificates in circulation, no less 
than twenty-eight millions. This was not for lack of 
effort to get certificates out. As we have seen, the pay- 
ments for silver bullion, made chiefly at San Francisco, 
were effected by silver certificates; but the certificates 
were sent at once to New York, and there turned in to the 
government in payment of customs dues. 

About the middle of 1879, however, a slight upward 
movement began, both in the circulation of dollars and of 
certificates. Towards the end of 1880, as the chart indi- 
cates, this movement attained large dimensions. The 
amount of silver certificates in circulation increased with 
a bound, rising from less than eight millions in August to 
more than thirty-six millions in December, and leaving 
only a narrow margin of dead silver in the Treasury. In 
the first half of 1881 there was a check to the increase ; 
but in the second half of that year the upward movement 
was resumed. By the end of December, 1881, the silver 
certificates in the hands of the public amounted to over 
sixty-two millions, and the circulation of dollars and cer- 
tificates combined was within seven millions of the total 
amount coined. 

Some explanation of this sudden and extraordinary 
change is to be found in a new measure adopted by the 
Treasury Department for the purpose of pushing the 
silver into circulation. In September, 1880, the Treasury 
issued a circular by which, in exchange for deposits of 
gold coin with the assistant treasurer in New York, drafts 
were offered on the sub-treasuries in the South and West, 
payable in silver certificates. In other words, the Treas- 
ury undertook to save the expense of the transportation 
of cash to all persons who had occasion to remit to the 
South and West. The bait took: large amounts of cer- 
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tificafces were paid out, in exchange for deposits in New 
York, by the sub-treasuries at New Orleans, St. Louis, 
Chicago, Cincinnati.* The payments, as we might expect, 
were almost entirely in certificates of the two smallest 
denominations then allowed by law, — for ten and twenty 
dollars. 

It is obvious that a device such as the Treasury resorted 
to in 1880 would have had no effect on the movement of 
silver currency out of the public vaults if the demand for 
cash to be shipped westward had not caused exchange in 
New York on the West to be at a premium. The condi- 
tions of the time led to such a demand, and it was inevi- 
table that there should be in some form or other a west- 
ward movement of cash. Had there been no silver cur- 
rency, there would certainly have been an inflow of gold 
from abroad even greater than in fact took place. It is 
not necessary to do more than recall to the reader's mind 
the salient events of these unusual years, which concurred 
so luckily to assure the success of the resumption of specie 
payments, and to make possible the absorption of the 
silver currency. The crops from 1878 to 1882 were abun- 
dant, even after making allowance for the comparatively 
lean year 1881 ; the crops in Europe were meagre ; our 
exports suddenly swelled, and large quantities of gold 
flowed in during the fiscal years 1880 and 1881. The 
long period of depression which began with the crisis of 
1873 was likely to have been followed in any case by a 
renewal of activity, and the turn in foreign trade con- 
tributed not a little to stimulate the general revival. In 
all directions new operations were begun, and old ones 
pushed on a larger scale. The building of railroads and 

*See the Report of the Treasurer for 1881, in the Report of the Finances, 
p. 430. Between October 15, 1882, and March 2, 1883, this practice was sus- 
pended, and it was finally discontinued in January, 1885. By far the largest 
part of the silver certificates issued under it were paid out by the sub-treasuries 
of St. Louis and New Orleans, — a clear indication of the region from which 
the demand for money came. 
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the production of iron, both supposed to be barometers 
of trade, advanced with extraordinary steps. Most sig- 
nificant of all, bank loans and deposits swelled rapidly ; 
the reserve of lawful money after 1880 remained nearly 
stationary ; * the national bank circulation rose, and 
reached its highest point in the latter part of 1882. 

All this activity meant a greater use of money in pay- 
ing wages, in the retail transactions of every-day life, in 
"moving the crops." The rapid growth of population, 
especially in the West and South, would have made way 
in any case for a greater demand for what we may call 
large change. The conditions under which national bank 
notes could be issued were already becoming so unprom- 
ising that no considerable increase in their quantity could 
take place ; and the silver currency consequently found 
a ready and permanent circulation. The Treasurer of the 
United States, in his report for 1881, thought himself jus- 
tified in saying that their issue " averted what might have 
proved to be a serious public inconvenience " ; which is 

*For convenient reference, some significant figures as to bank operations 
are here given for the whole period from 1878 to 1889. The figures (except for 
the last column) indicate millions : — 











Proportion 




Total deposits 


Total specie 


Reserve held 


of reserve 




in all national 


and lawful 


by banks of 


to deposits 




banks. 


money held. 


New York. 


in New York. 


Oct. 1, 1878 . . . 


679 


127.7 


50.9 


26.8% 


1879 . . . 


769 


138.1 


53.1 


25.3 


1880 . . . 


968 


172.5 


70.6 


26.4 


1881 . . . 


1,112 


172.6 


62.5 


23.3 


1882 . . . 


1,119 


174.8 


64.4 


25.4 


1883 . . . 


1,168 


188.4 


70.8 


26.5 


1884 . . . 


1,099 


219.8 


90.8 


35.6 


1885 . . . 


1,248 


263.5 


115.7 


37.0 


1886 . . . 


1,301 


225.1 


77.0 


27.2 


1887 . . . 


1,388 


245.0 


80.1 


28.<! 


1888 . . . 


1,543 


268.2 


96.4 


28.2 


1880 . . . 


1,655 


263.0 


84.9 


25.1 



The reader will note the rise in deposits, and the stationary reserve, in 1880-83. 
The slackening of the growth of deposits in 1884-85 and the marked accumula- 
tion of cash at that time will be considered later, when we come to the second 
phase of the silver situation. 
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true enough, if it be granted that a still larger importa- 
tion of gold, and a permeation of our circulation by that 
metal, could have been a source of inconvenience. 

These general conditions were little changed through 
the years 1882 and 1883. There was no such decided 
swing in business operations as there had been in the two 
years preceding; but some advance continued. The 
volume of bank loans and deposits, as shown by the Comp- 
troller's reports on the national banks, steadily increased, 
though at a slackening rate, until the close of 1883. 
While the conditions thus continued favorable for an in- 
crease in the amount of large change, — to use once more 
the phrase which seems to hit the place occupied by the 
silver currency, — the decline in the circulation of national 
bank notes, which began after the maximum had been 
reached in the early part of 1882, contributed still more 
to make way for a growth in the volume of silver circu- 
lating in the community. Accordingly, while there was 
some check in 1882 to the upward movement of outstand- 
ing silver, that movement was resumed in 1883 ; and on 
the whole, for the three years 1881, 1882, and 1883, the 
silver currency was absorbed by the public as fast as the 
dollars were coined at the mint. 

But the signs of a general reaction, such as all experi- 
ence would lead us to regard as inevitable, showed them- 
selves with the beginning of 1884. The extraordinary 
failures of the Marine National Bank and of the firm of 
Grant & Ward took place in May, 1884, and were followed 
by other bank suspensions, by the failures of various pri- 
vate bankers and brokers, and the break -down of large 
railway enterprises, notably of the West Shore Railroad. 
While there was no acute crisis like that of 1873, all the 
signs of a period of depression showed themselves. The 
building of railroads almost ceased ; the production of 
iron fell off ; bank loans and deposits declined. With this 
general break-down, the circulation of the silver currency 
entered on its second and most instructive phase. 
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As the chart indicates, the beginning of 1884 showed 
some decline in the amount of silver dollars and certifi- 
cates held by the public. This was followed in the 
autumn months by the usual increase ; but in the early 
part of 1885 there was a sharp decline. No appreciable 
growth took place in the autumn months of 1885, at the 
time when a growth was most likely to take place ; and 
the little that was gained was lost again in the first half 
of 1886. On the whole, the silver currency in the hands 
of the public remained stationary from the beginning of 
1884 till the middle of 1886. Under these conditions the 
regular coinage of silver dollars necessarily caused dead 
silver to accumulate in the Treasury ; and in July of 1886 
the dead silver reached its maximum, nearly ninety-four 
millions of dollars. 

The explanation of the stationary volume of the silver 
currency is obvious enough. With the general standstill 
or decline in business activity, the occasions for the use of 
money for transfer from hand to hand ceased to grow, 
even became less. The bank deposits, which form the 
currency for wholesale transactions, shrank appreciably; 
the currency of retail and consumer's transactions re- 
sponded. In the first month or two, after the acute symp- 
toms of the spring of 1884, there was the usual disposition 
of some depositors to make things sure by drawing money 
from the banks ; but when the first uneasiness was past, 
and confidence in the banking institutions had again be- 
come firm, the unused cash of the public accumulated in 
the vaults of the banks. The reserves of the banks grew 
while their deposits declined, and what is called a pleth- 
ora of money continued through the year 1885.* As 
the other forms of cash accumulated in the vaults of the 

*See the tables given at pp. 300, 304. The rise in deposits which is there 
shown to have taken place by October, 1885, does not fairly indicate what was 
the situation during that year : through the greater part of 1885, deposits and 
loans were at a comparatively low ebb. 
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banks, so the silver certificates accumulated in the vaults 
of the government. 

The situation of the Treasury under these circum- 
stances may fairly be said to have been critical. As early 
as the beginning of 1884, some disposition was shown to 
get up a " gold scare." The possibility of the suspension 
of gold payments by the Treasury was, no doubt, much 
exaggerated ; but the situation was certainly not free 
front danger. With the depression in trade, the receipts 
of the government, especially from customs, diminished. 
The silver certificates became redundant in the hands of 
the public : they found their way into the Treasury. The 
proportion of public dues paid in them increased, and the 
receipts in gold grew correspondingly smaller. During 
1882 and 1883, gold and gold certificates had formed 
between seventy and eighty per cent, of the customs 
receipts in New York City. Beginning with 1884, the 
proportion sank, and for the fiscal year 1884-85 the pro- 
portion was under thirty-five per cent.* The payments 
out of the Treasury remained substantially the same. 
The result was, as the chart shows, that the net gold 
holdings of the Treasury fell from over 150 millions in the 
beginning of 1884 to less than 116 millions at the close 
of May, 1885, — the smallest reserve since the resumption 
of specie payments. In the early part of 1884, there was 
a heavy exportation of gold, which, however, seems to 

* The receipts from customs at New York were made up as follows : — 
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55.3 
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First " " " 1886 . 






28.2 


12.5 


59.3 


Second " " " 1886 . 








47.3 


11.6 


41.1 
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have come, not from the Treasury, but from the bank 
holdings. Fortunately, the turn of foreign trade in 1885 
was not such as to cause an outflow of specie. Had it 
been so, the strain might easily have been more than the 
Treasury could bear. The feeling of uneasiness as to the 
possibility of the Treasury not being able to maintain its 
policy of paying gold to any creditor of the government 
who chose to demand that metal, is reflected in the pages 
of Professor Laughlin's History of Bimetallism, published 
in the course of 1885 ; and it is shown in a more practical 
way by the striking increase in the holdings of gold by 
the banks during 1884 and 1885. As money flowed into 
the banks, not only the silver certificates, but the legal 
tenders were turned into the government; while their 
total holdings of gold increased from 110 millions in June, 
1884, to nearly 180 millions in July of the following 
year.* 

The policy of the Treasury Department during this 
period was simple and sound. After the death of Secre- 
tary Folger in September, 1884, Mr. Gresham was put in 
charge of the Treasury, but was succeeded in a month by 

* The reports of the Comptroller of the Currency state the holdings of 
specie (which is practically all gold) and of legal tenders by all the national 
banks, at the dates stated below ; to which I have added, from the weekly 
statements in the Financial Chronicle, the holdings by the New York banks at 
the same dates : — 









All national hanks. 


Banks of New York. 




Specie. 


Legal tenders. 


Specie. 


Legal tenders 


1884 March 7 . . 


122.1 


75.8 


71.9 


29.7 


April 24 






114.7 


77.7 


58.2 


28.1 


June 20 






109.7 


76.9 


51.3 


28.8 


Sept. 30 






128.6 


77.0 


73.8 


30.4 


Dee. 20 






139.7 


76.4 


86.8 


37.7 


1885 March 10 






167.1 


71.0 


103.8 


32.0 


May 6 . 






177.4 


77.3 


113.0 


32.7 


July I . 






177.6 


79.7 


113.9 


43.6 


Oct. 1 . 






174.9 


69.7 


107.1 


30.7 


Dec. 24 . 






165.4 


67.6 


91.0 


27.2 


188(5 March 1 






171.6 


67.0 


89.7 


31.7 


June 3 . 






157.5 


79.6 


66.5 


40.0 


Aug. 27 






149.0 


64.0 


68.6 


25.7 
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Mr. McCulloch, who remained in office till March of the 
following year, when the new administration brought Mr. 
Manning into the office. Both Mr. McCulloch and Mr. 
Manning refrained from pushing silver certificates into cir- 
culation where they were not wanted ; paid out silver cur- 
rency wherever it promised to stay out; ceased to pay out 
funds for the redemption of bonds ; and endeavored to 
strengthen the reserve of gold. As to the silver certifi- 
cates, the policy of the Treasury is shown by the turn of 
events in Boston during the early part of the summer. 
Silver certificates there became so redundant that hardly 
any other form of cash was to be had ; and, when a turn 
in the balance of payments caused a need of remittances 
to New York, for which the tacit understanding of the 
banks made silver unavailable, exchange on New York 
went up to a dollar a thousand, though the express 
charge for carrying cash is only fifty cents. The Bos- 
ton banks thereupon appealed to the Secretary of the 
Treasury to cease paying out silver certificates at the 
Boston sub-treasury. Their request was granted ; and a 
repetition of the embarrassment was thereby warded off. 
On the other hand, an effort was made by the Treasury 
to get out silver dollars. In June, 1885, the issue of 
legal-tender notes of small denominations was stopped, 
in the hope of bringing about a larger use of the coined 
dollar. Some success attended this effort; for in the 
second half of 1885, when the circulation of silver certifi- 
cates was declining, that of silver dollars increased by 
ten millions. The gain, made chiefly in the South, was, 
so far as it went, a welcome relief to the Treasury. 

Much more important as a means of tiding over the 
period of danger was the cessation of debt redemption. 
It will be remembered that in 1885 there were still out- 
standing redeemable three per cents, issued under the act 
of 1882 . The process of calling in these bonds, which had 
begun immediately on their issue, and had gone on con- 
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tinuously until late in 1884, ceased with the bond call of 
September of that year. From that date until December, 
1885, a period of more than a year, no bonds were called, 
and the interest-bearing public debt remained stationary.* 
In other words, the surplus revenue of the government, 
instead of finding its usual vent in the redemption of 
bonds, was devoted to increasing the dead silver in the 
Treasury vault. Every month two millions were spent in 
buying silver bullion and coining it into dollars, which 
were stowed away in the Treasury vaults out of harm's 
way. In addition, large quantities of silver certificates 
were received in payment of public dues, and then allowed 
to lie idle in the Treasury. In August, 1885, there were 
nearly forty-three millions of silver certificates in the 
Treasury, the largest holding since the passage of the act 
of 1878. The result of this cautious policy was to retire 
the redundant silver certificates : as this was accomplished, 
less of them were turned in to the Treasury in payment of 
public dues ; more gold flowed in, and the government's 
gold reserve rose. 

Further aid came from the willingness of the New York 
banks to support the Treasury. In July of 1885, when 
the gold reserve was at its lowest, the banks of New York r 
through the clearing-house, turned over to the Treasury 
§5,915,000 of gold, in exchange for fractional silver.f 

* This does not appear in the annual reports of the Secretary of the Treas- 
ury, which run for the fiscal years ending June 30. Bonds were called in the 
first half of the fiscal year 1884-85, and in the second half of 1885-86, so that 
the report for each year states a decline in the bonded debt. But the 131st 
call for bonds matured on November 1, 1884 ; the 132d, on February 1, 1886. 
Between those dates the three per cents, outstanding remained stationary, 
at 194.2 millions. 

t The correspondence relating to this transaction is printed in the report 
made by Secretary Manning in March, 1886, in answer to an inquiry from the 
House of Representatives. House Executive Documents, 49(A Congress, 1st 
session (1885-86), vol. 30, No. 100. At the end of October, 18S5, when the 
Treasury gold had risen to $142,000,000, the banks asked for a return of part 
of their gold, and were told by Acting-Secretary Fairchild they could have the 
whole of it. 
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The transaction was called an " exchange " : it was to all 
intents and purposes a loan. The banks moreover ex- 
pressed their willingness to lend more, if more should be 
needed. The avowed object was to enable the Treasury 
to maintain gold payments until the meeting of Congress 
in December, when legislation for stopping the silver 
issues seems to have been expected. 

The alarm which this anomalous transaction indicates, 
if not entirely groundless, was probably exaggerated. 
The silver certificates had by this time been so far taken 
in and put out of harm's way that the Treasury receipts 
of gold were rising. Moreover, some revival of activity 
set in during the second half of 1885, and the receipts 
from imports and other sources showed a gain. On the 
other hand, it is true that the net gold in the Treasury 
was only 120 millions at the end of June, and that con- 
siderable payments on interest account were due in July, 
and might, with other payments, lead to some drain of 
gold.* The Treasury was getting near that limit of one 
hundred millions of gold which has been construed to be 
a reserve set apart for the redemption of the United States 
notes. f The government is nowadays in the situation of 
an issuer of convertible money; the money whose con- 
vertibility into gold it guarantees including the silver 
currency as well as the United States notes. It would 
undoubtedly be possible to maintain at par with gold this 

* It must be remembered that, ever since the decline in the national bank 
circulation, the Treasury has regularly been liable for the redemption of notes 
of banks which have surrendered bonds. Some remarks on this feature of the 
situation are made later, at p. 310. In the middle of 1885, bank notes were 
coming in, largely for permanent retirement, at the rate of about ten millions 
a month. 

tin the act of 1882, for extending the corporate existence of national 
banks, there was a section on gold certificates in which occurs the provision 
" that the Secretary of the Treasury shall suspend the issue of such gold certifi- 
cates [authorized on deposits of gold coin] whenever the amount of gold coin 
and bullion in the Treasury reserved for the redemption of United States notes 
falls below one hundred millions of dollars." 
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large but limited mass with a less reserve than the Treas- 
ury had in 1885. So much we may conclude on general 
principles ; and the recent experience of Holland gives a 
striking confirmation of the conclusion.* But the limit 
to which such a process can be carried depends in some 
degree on the confidence felt by the business community. 
Whether there was, at the period now under consideration, 
such an unsettled state of feeling as to render at all likely 
a presentation of United States notes for redemption, it is 
not easy to say. The tone of the press was not encourag- 
ing ; f some uneasiness certainly was felt ; the Treasury 
officers themselves clearly had fears. If the limit of one 
hundred millions of gold was reached, the Secretary might 
think it his duty to refuse to pay out gold except for the 
redemption of legal tenders ; but this could not fail to 
bring a rush of these obligations for conversion. What- 
ever the exact legal effect of that proviso as to the hun- 
dred millions, the policy of making sure that the question 
should not be put to a test was certainly wise. 

It is obvious that the Treasury could pursue with suc- 
cess the general policy just described only because its in- 
come exceeded its expenditure. In the eighteen months 
between the beginning of 1885 and the middle of 1886, 
the government received over twenty-six millions in silver 
certificates which it did not reissue ; paid out, in addition, 
some thirty-six millions for silver bullion, which was coined 
iuto silver dollars, and in that form stowed away in the 
Treasury vaults ; and materially increased its net holdings 
of gold. These enormous sums of course represent an ex- 
cess of income over outgo. Notwithstanding the decline 
in its receipts as compared with earlier years, the govern- 
ment still had a surplus so large as to enable it to hoard 
sixty millions of silver currency, and to add twenty-five 

* See the paper of Professor Greven in this Journal, vol. ii. p. 79. 
t See, for example, the file of the Financial Chronicle, which steadily repre- 
sented the situation to he fall of danger. 
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millions to its holdings of gold, before it resumed, in the 
beginning of 1886, the repayment of the public debt. In 
the financial history of any other country such a surplus 
would be considered a rare piece of good luck. We have 
had it so regularly that we do not fairly realize what risks 
it enables us to run without coming to grief. Had there 
been no surplus in 1885, it is difficult to see how the 
Treasury could have failed to trench heavily on the fund 
of a hundred millions of gold which is held as a reserve 
against the greenbacks ; and such a step in all probability 
would have compelled the suspension of gold payments. 

To return once more to our chart: In the middle of 
1886 a sharp upward movement takes place in the volume 
of silver currency held by the public, and in the amount 
of gold held by the Treasury. The turn marks the begin- 
ning of the third stage in the silver business. In that 
stage the situation has been greatly modified by the issue 
of silver certificates of very small denominations, and by 
the sharp decline in the bank-note circulation, — two factors 
which go far to explain the extraordinary increase in the 
circulation of the silver currency. 

The decline in the circulation of the national bank notes 
presents a set of questions different from those here dis- 
cussed, and it may suffice for the present purpose to refer 
briefly to the bare facts. After the revival of activity in 
1880, the amount of bank notes in circulation increased, 
with little interruption, until the close of 1882. With the 
year 1883, the steady redemption of three per cents, and the 
high price of other bonds caused a contraction which has 
continued without interruption to the present time. The 
figures in the note tell the story plainly enough.* 

* National bank notes outstanding (in millions of dollars) : — 

Gross Net 

(total outstanding), (less lawful money deposited). 

Oct. 31, 1882, 362.7 324.3 

" 1883, 352.0 316.0 

" 1884, 333.6 291.8 

" 1885, 315.8 276.3 

" 1886, 301.5 219.7 

*' 1887, 272.0 169.2 

" 1888, 239.4 152.4 

" 1889, 202.0 130.2 

Feb. 1, 1890, 194.5 127.7 
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A word may be said as to the exact mode in which the 
contraction of the note issue has been brought about. 
The provisions of the national banking acts permit a bank 
which wishes to retire its circulation to deposit in the 
Treasury lawful money to the amount of its notes out- 
standing, and thereupon to receive the bonds held as secur- 
ity for the notes. The liability of the bank for the notes 
thereupon ceases, the government assuming the obligation 
to pay them. The notes, however, may remain in general 
circulation for some time after the bank has done with 
them, and, in fact, are likely to come in for redemption 
only so fast as dirt and wear render them unfit for use. 
The Treasury, meanwhile, does not hold the lawful money 
left in its hands by the banks as a special deposit, but 
treats it as part of its general quick assets. The effects 
of this process have been, on the one hand that the govern- 
ment's nominal holdings of cash have been considerably 
swelled, and on the other hand that the bank notes out- 
standing have diminished less fast than the banks have 
given up their circulation. Looking at the gross circu- 
lation only, which represents the notes actually passing 
from hand to hand in the community, we find a diminu- 
tion of a round hundred million of dollars between 1886 
and 1889. It is hardly necessary to remind the reader 
that our bank notes have always been made up mainly of 
the smaller denominations, — a result inevitable from the 
preponderating use of deposits as the currency of large 
transactions. The bulk of the notes has been in denom- 
inations of five, ten, and twenty dollars. With their dis- 
appearance, a void has been made in the large change of 
the public, in which the silver certificates have been 
readily absorbed. 

The increase in the circulation of silver currency has 
been still further aided by the legislation of 1886 on the 
denominations in which certificates could be issued. The 
act of 1878 had provided for the issue of certificates in de- 
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nominations of not less than ten dollars ; and, as we have 
seen, the circulation was almost exclusively of the ten 
and twenty dollar certificates. In the general appropria- 
tion act of 1886, a rider was inserted in the appropriation 
for the Bureau of Engraving, authorizing the printing of 
certificates of one, two, and five dollars.* We have al- 
ready seen that the Secretary of the Treasury made an 
endeavor — even before this change was authorized — to 
promote the circulation of the silver dollars, first by cut- 
ting down the number of legal-tender notes of small de- 
nominations, finally by ceasing to print them altogether. 
During the fiscal year 1885-1886, no legal tenders of 
one and two dollars were issued ; and the regular process 
of redeeming worn and dirty notes caused a sharp decline 
in the number of these notes outstanding. Some effect of 
this measure is to be seen in the increase in the circula- 
tion of silver dollars after the middle of 1885. But the 
main effect was to check the return of the worn notes : 
they continued to circulate in large numbers after having 
become unfit for use, while the public nevertheless expe- 
rienced some inconvenience from the scarcity of change. 
Under these circumstances, the small silver certificates, 
of which the issue began immediately after Congress au- 
thorized them, were rapidly, almost eagerly, absorbed by 
the public. In the autumn months of 1886, the certifi- 
cates for one, two, and five dollars, were issued as fast as 
they could be printed. 

As it happened, the revival of business activity became 
more pronounced at this same time, and there was room 
for a general expansion of the retail currency of the com- 
munity. Since 1886, the volume of silver currency has 
gained almost steadily on the total coinage of the dollars ; 
and, since the beginning of 1889, practically all of the 
dollars coined have been in circulation, chiefly, of course, 
in the form of certificates. The increase, it need hardly 

* Statutes at Large, vol. xxiv. p. 227 ; June 30, 1886. 
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be said, has been mainly in the certificates for one, two, 
and five dollars. These small certificates have taken the 
place of small United States notes ; while the decline of 
the bank-note circulation has made way for the additional 
amount of larger United States notes issued in place of 
the small ones retired. Withal, there has been a not in- 
considerable growth in the aggregate amount of the large 
change of the community. The net results are shown in 
the following figures, which summarize the changes be- 
tween 1886 and 1889.* 

[Figures indicate millions of dollars.] 

$1 $2 $5 $10 $20 Total. 
1886. 

(June 30) United States notes, . 17.6 18.2 85.6 66.6 55.1 243.1 

Silver dollars, . . . 54.1 54.1 

Silver certificates, 50.3 44.9 95.2 

(Oct. 31) Bank notes, ... .4 .2 82.8 99.3 70.9 253.6 

Total, . . . 

1889. 
(June 30) United States notes, 
Silver dollars, . . 
Silver certificates, 
(Oct. 31) Bank notes, . . 

Total, .... 86.3 23.7 200.5 239.1 177.6 727.2 

It will be seen that there has been a considerable in- 
crease in the total amount of this currency. The increase 

* The reports of the Comptroller of the Currency state the amounts of the 
various denominations of bank notes outstanding for October 31 of each year ; 
the Treasurer's reports give similar statements, as to legal tenders and silver 
certificates, for the end of each fiscal year, June 30. It should be noted that 
silver certificates "outstanding" here include certificates which have been 
paid into the Treasury, and are held by the Treasury against itself ; to this 
extent the figures do not indicate certificates held by the community. In 
recent years, the Treasury cash has included very few of the smaller certifi- 
cates, and indeed not many certificates of any kind. On the other hand, the 
Treasury held in June, 1886, nearly twenty-eight millions of certificates, in 
which are doubtless included a considerable number of the ten and twenty 
dollar pieces counted in the text as in circulation. The real increase in the 
large change of the community has therefore been greater than the figures 
indicate. 
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86.6 


93.4 


245.3 
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was divided between the different denominations as fol- 
lows : — 

Increase in $1 pieces, 14.2 millions. 
" 2 " 5.3 " 

" 5 " 32.1 

" 10 !' 22.9 " 

" 20 " 6.7 " 



Total increase, 1889 over 1886, 81.2 millions. 

The history has been brought to date : we may pass to 
some conclusions as to the general situation. In the first 
place, it is clear that the silver currency has not directly 
affected the most important part of the machinery of 
exchange, — bank deposits and bank clearings. Bank 
checks and the deposits on which they rest are the cur- 
rency of large transactions ; it is on them that the tone of 
business transactions depends; and no general effect on 
prices will take place which is not reflected in their ex- 
pansion. The practice of the banks has prevented the 
silver currency from affecting this central part of their 
operations. It is conceivable, indeed, that the silver cur- 
rency might have pushed some gold and legal tenders out 
of retail transactions, and caused them to accumulate as 
reserves in the banks, thereby stimulating the expansion 
of discounts and of deposits. We need not here stop to 
consider the vexed and difficult question how far the 
operations of banks under such circumstances can cause 
a general rise of prices, because the usual signs of an 
expansion of this sort, active speculation, rising prices, 
general buoyancy, and apparent prosperity among the 
managers of business, have been wanting. The increase 
in deposits as currency seems to have simply kept pace 
with the normal and steady growth of the transactions of 
the community. Hitherto, therefore, no real inflation has 
resulted from the addition of the silver currency to our 
circulating medium. 

Next, we may inquire how far there is room for a still 
further increase in our large change. The figures just 
given show that we have now something over seven hun- 
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dred millions of dollars of silver and paper pieces in de- 
nominations of twenty dollars and less. Perhaps some 
deductions should be made for legal tenders of the smaller 
denominations steadily kept in the reserves of the banks ; 
and some addition should be made for the gold in general 
circulation. Outside the Pacific Coast, however, gold ap- 
pears rarely, if at all, in every-day transactions, and no 
great allowance need be made for it. Eight hundred mill- 
ions is an estimate probably near enough to the truth, of the 
present volume of money in denominations between one 
and twenty dollars. For a population of more than sixty 
millions, this would give about thirteen dollars a head. 
The occasion for the use of money of this kind increases 
in some sort in proportion to the growth of population. 
With an increase of population at the rate of more than a 
million a year, a regular addition of fifteen or twenty mill- 
ions annually might be made to our large change, without 
its accumulating in the banks or returning to the Treasury. 
A very similar result is reached, in the rough, if we make 
the calculation by another method. In 1878 the money 
in denominations of twenty dollars and less amounted to 
about five hundred millions ; or, making an allowance for 
gold on the Pacific coast, five hundred and fifty millions. 
In the eleven years since that date, we have added about 
two hundred and fifty millions, or at the rate of about 
twenty millions a year. In other words, so much silver 
currency could be issued by the government, over and 
above what might be issued in substitution for bank notes 
or legal tenders retired, and pushed into channels where, 
so far as the maintenance of the gold standard is con- 
cerned, it would be comparatively harmless. The reader 
need not be reminded how uncertain a calculation this 
is, nor how dangerous it is to make predictions in eco- 
nomics ; but the figures may stand, as indicating roughly 
to what extent the silver currency can be increased with- 
out causing greater disturbance than it has caused hitherto. 
At all events, a very great increase in the regular issue 
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of silver would probably alter the situation materially. If 
the monthly purchase for coinage be increased from two to 
four millions a month, more than fifty millions a year of 
silver currency must find their way into circulation to 
keep the Treasury whole. On the plan suggested by 
Secretary Windom, some sixty or seventy millions would 
be added. The bill in which Secretary Windom presented 
the details of his proposal, provides that the certificates to 
be issued shall be received for all public dues, shall be 
available as reserve for national banks, redeemable at the 
government's option in gold, or silver bullion of the 
market value, and redeemable at the holder's option in 
silver bullion of the market value or in silver dollars 
for their face amount. So long as the government was 
willing and able to redeem them in gold, their issue would 
be precisely like that of the same amount of the present 
certificates. If, indeed, the government were to find itself 
in the course of time unable to maintain redemption in 
gold, the ultimate effects would be different from those 
of increasing the silver currency on the present plan, and 
would present some curious and complex problems. But, 
at the outset, these certificates would be in all important 
respects like those now in circulation. It is very unlikely 
that so complicated a scheme will ever reach the stage of 
enactment ; but it indicates an optimistic feeling, bred of 
the experiences of the last three years, as to the amount 
of silver currency which can be issued without incurring 
danger. If steps be taken at the same time to check the 
decline in the note issues of the national banks, and if the 
quantity of legal tenders remains unchanged, so large an 
increase as Mr. Windom proposes would almost surely 
prove unmanageable. But what Congress will do with the 
bank notes and legal tenders it is of course impossible to 
say ; and therefore the situation, sufficiently complex in 
any case, is quite beyond the economist's powers of pre- 
diction. 

F. W. Taussig. 



